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KEY ECONOMIC INDICATORS - PAKISTAN re 
es a. Official Exchange Rates 
Current Rs.9.90 = $1.00 

Prior to Feb 15, 1973 Rs.11.00=8$1.00 


A B C D E 


1973-74 1974-75 1975-76 ‘Change C/B or Rate of 
same portion B Growth B/A 


All values in millions US$ 
unless otherwise indicated 


—— 


ITEMS 


INCOME/DISTRIBUTION 
GNP at constant (1959-60) $3,689 
Prices /1 Rs.36,521 
GNP at Current Prices /1 $7,978 
Rs.78,986 


Index of Agricultural 
Production (1959-60=100/1 196 


$3,784 
Rs.37, 462 


$10,012 
Rs.99,120 


186* 


NA. 
N.A, 


N.A, 


+2, 6% 
25% 


-5.1% 


Index of Industrial /1 
Production (1969-70=100) 122.4 121.4 N,A, eA, -0.8% 
MONEY AND PRICES (6/28/74) (6/27/75) (7/25/75) 
Monetary Assets /3 Rs.34,803 Rs.38,710 Rs.38,379 11.2% 
Interest Rate /3 8 9 9 +12.5% 
(Central Bank) 


General Combined Consumer =e : 27%. 
Price Index Numbers /3 
(1969-70=100) 


General Index of /2 
Wholesale Prices 
(1959-60=100) 


BALANCE OF PAYMENTS 
and TRADE 


Gold and Foreign (6/28/74) (6/27/75) (8/22/75) 
Exchange Reserves /3 $337.3 $443.4 $357.7 


SDRs /3 $30.0 $17.0 $13.1 


Balance of Payments 
Surplus/(Deficit) /4 ($142) ($126) NA, 


Exports (FOB) /2 $1,026 $1,047 N.A, 

Imports (CIF) /2 $1,371 $2,010 N.A. 

Exports to US $55 $42 N.A, 
(FOB) /2 


Imports from US $349 $294 N.A, 
(CIF) /2 


* Provisional NOTE: All years are fiscal July 1 thru June 30. 


Sources: /1. Pakistan's Annual Economic Survey. 
/2. Central Statistical Office Monthly Bulletins and Key Economic 
_ Indicators and Unpublished data. 
/3. State Bank of Pakistan Monthly Bulletins, Weekly Statements. 
/4. State Bank of Pakistan Balance of Payments publications. 
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SUMMARY, Pakistan had a difficult year in 1974/75, plagued by slow GNP growth, 
high inflation and a dramatic increase in the trade deficit. The Government's 
policies for next year, as revealed in the FY 1975/76 budget and in other actions, 
indicate a substantial effort to control inflation, to encourage investment 
(particularly in the public sector), and to increase agricultural production. 


The Government has ambitious targets for the coming year. Problems with Tarbela 
Dam may limit the amount of additional irrigation water available and thus the 
hoped-for increase in agricultural production. An upturn in industrial activity 
will depend not only on investment within Pakistan but on the progress of economic 
recovery in the industrialized countries. But Pakistan's long-term potential is 
good, and some improvement over the FY 1974/75 record is likely during the current 
year. 


Aid flows to Pakistan reached a record high of over $1 billion last year. About 
half of this came from the oil-producing countries, and most of the remainder came 
from the US, the international development institutions, and the other Western 
countries which make up the Aid to Pakistan Consortium. 


Investment in the public sector is increasing rapidly, much of it financed by aid. 
Investment in the private sector is more cautious, though recent policy state- 
ments have given businessmen some encouragement. 


US businesses in Pakistan are, in the main, profitable, although businessmen 
complain about Government price controls and about the slowness of their dealings 
with the Government. Prospects for US exports are best in heavy construction 
equipment, chemical and fertilizer machinery and telecommunication equipment, and 
in equipment for projects funded by US aid and by untied aid from multilateral 
and OPEC donors. END SUMMARY. 


CURRENT ECONOMIC SITUATION AND TRENDS 
Current Economic Conditions 


Pakistan had a difficult year in 1974/75. Growth in GNP, after allowing for in- 
flation of about 25 percent, was only 2.6 percent, less than the population 
growth rate. Production of wheat remained at last year's high level (7.5 million 
tons), but production of other major agricultural crops (rice, cotton, and sugar 
cane) was disappointing. Overall industrial production fell slightly. 


The key industrial sector, cotton yarn and textiles, was particularly hard hit by 
the international recession. While actual production lagged only marginally due 
to a Government policy of keeping mills in operation at all costs, the real loss 
to Pakistan was in foreign exchange, with export earnings in this sector dropping 
about $40 million from FY 73 to FY 75. 


Long-term economic prospects are reasonably favorable. The budget and annual 
plan for FY 1975/76, in an effort to tackle Pakistan's fundamental problems of 
low growth and inflation, call for keeping nondevelopment expenditures at a 
minimum and place first priority on agricultural development. 


The Government has set ambitious targets for agricultural production this year. 
New difficulties with Tarbela Dam will mean that only about half of the hoped- 
for irrigation water from Tarbela will be available for the next wheat crop. But 





a as 
barring a recurrence of last year's drought, a record wheat crop should still be 


possible. Prospects for the rice and cotton crops are about the same as last 
year, owing to seasonal flooding and insect damage. 


In the industrial sector, much will depend on the international economic picture. 
With the end of the recession in the industrialized countries, both production 

and export earnings from cotton textiles should increase substantially. There 

are appearances of an upturn in the world demand for yarn and grey cloth, and the 
industry plans to continue its attempts at market diversification. There is some 
investment in new plants with approximately 60,000 new spindles coming into pro- 
duction and $30 million in imports of new textile machinery during the past year. 


Prospects in other industrial sectors will depend to an important extent on in- 
vestment. During FY 1974/75, investment increased substantially, especially in 
the public sector. This trend is expected to continue next year. ‘ome of the 
benefit of this increased activity will be felt during FY 1975/76, but most of 


the new plant on which work is now in progress will come into production toward 
the end of the 1970s. 


Private investment has been increasing at a more modest rate. One reason for this 
is the increasing reluctance of private businessmen to go into large-scale ventures. 
The credit restrictions adopted as part of the Government's anti-inflation program 
also tend to limit the amount of business expansion which could be financed by the 
domestic banking system. Besides textiles, which continue to dominate the in- 
dustrial scene, the most rapidly expanding fields have been fertilizer production 
and food processing industries. Small and medium-sized enterprises have been ex- 
panding more rapidly than large ones. 


The balance-of-payments picture is worrisome, Last year, imports were nearly 
double exports, leaving a trade deficit of over one billion dollars. An important 
cause of this deterioration in the trade balance was adverse price movements for 
Pakistan's imports and exports. Pakistan's most important imports are petroleum 
products, food grains, iron and steel products and machinery, most of which in- 
creased substantially in price during FY 74/75. Its key exports are cotton, 
cotton products and rice. Most of the trade gap was covered by foreign aid. The 
overall balance-of-payments deficit, as a result, was only about $126 million. 
Prospects are for a similar heavy trade gap largely financed by aid flows during 
the current fiscal year. 


Foreign Economic Assistance Greatly Benefits Pakistan 


The substantial inflow of foreign assistance has been one of the brightest spots 
in Pakistan's economic situation over the past year. Total aid flows in FY 74/75 
came to over one billion dollars. Approximately half of this amount came from 
the oil producing countries. Most of the remaining aid came from Pakistan's 
traditional donors -- the US, the World Bank and its affiliated institutions, and 
the other Western countries which make up the Aid to Pakistan Consortium, 


The Government of Pakistan hopes that this year's high level of aid from OPEC 

sources will continue. Commitments made but not yet disbursed from OPEC sources 
totalled over $500 million at the end of July. But Pakistan recognizes that the 
development plans of the oil producers may reduce the funds available for aid to 


Pakistan, It therefore continues to look to the Consortium as its key long-term 
source of aid. 
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Foreign aid accounts for a great deal of the investment planned in Pakistan over 
the next few years. US aid has authorized loans for malaria eradication and for 

a fertilizer plant to be financed in cooperation with the Agrico Corporation and 
other aid donors. Most of the other activities financed by US aid are focused 

on areas which will directly benefit the poorest segments of Pakistan's population. 
Agriculture, population planning and health are the major beneficiary sectors. 
Concessional wheat sales under PL-480 reached 465,000 tons in FY 74/75; one agree- 
ment for 300,000 tons was signed in August, 1975. 


The World Bank group has authorized loans to support an expansion of the natural 
gas pipeline system of Sui Northern Gas and the activities of the National Develop- 
ment Finance Corporation. It is also considering loans for a fertilizer plant, 
other development banks, livestock and improved seed production and electric power. 
The Asian Development Bank (ADB) is also active in the fertilizer field, with one 
loan to the Multan fertilizer plant already authorized and another “or the pro- 
posed Mirpur Mathelo plant under consideration. In what is becoming a familiar 
pattern, both of these projects include some financing from OPEC sources. The ADB 
has also authorized a loan of $22 million for the installation of gas turbines 

for the Karachi Electric Supply Corporation. Other loans under consideration by 
the ADB include assistance to the Lyallpur and Hyderabad water supply schemes, to 
development banks in Pakistan, and for construction of the proposed bulk cargo 

and petroleum handling port at Port Qasim. 


Projects to be financed by OPEC aid and joint ventures with OPEC country parti- 
cipation include an oil refinery, several textile plants, at least two livestock 
projects, a cement plant, and Pakistan's first polyester fibre plant. Some of the 
equipment for these projects will come from the United States. 


Climate for Foreign Investment 


The Pakistan business community is still cautious in its investment plans. It 
continues to believe that the Government regards it with suspicion. Over the 

past six months, however, a number of Government actions have given the business 
community some encouragement. The absence of any anti-business measures in the 
budget presented last June, the Government's renewed pledge that there would be 

no further nationalization during its present term, and the announcement of a com- 
pensation formula in case further nationalization were necessary, were all well 
received in the business community. One unusual feature of the Pakistan scene is 
the Government's tendency -=- with rare exceptions -- to avoid foreign-owned enter- 
prises in its nationalizations. 


The outlines of the "mixed economy" favored by the Bhutto Government have now be- 
come fairly clear. The sectors in which nationalizations were concentrated are 
primarily reserved for Government enterprises, with some participation from 
foreign private entities. These include most areas of heavy industry, petro- 
chemicals and utilities. The general expectation is that, with a few exceptions, 
large enterprises from now on will be concentrated in the Government sector. In- 
dustrial development in fields other than those reserved for the Government, 
notably small industries and the textile and food processing industries will be 
developed primarily by private business. 


Pakistan's official policy is to welcome foreign investment. In general, the 
Government expects potential foreign investors to prove that they have some special 
contribution to make to the Pakistan economy, most commonly substantial capital 





imports, sophisticated technology, or new export markets. 
Political Events Affecting the Economy 


Pakistan's relations with India have made little further progress toward normal- 
ization in the past few months. Some concern has been expressed over the impact 
of. the Indian emergency declaration of June 26 on Indo-Pakistan relations. Trade 
is still confined to the public sector and payment will be in convertible 
currencies. Its volume is very restricted, partly owing to Pakistan's desire that 
its economy not become dependent upon the larger Indian economy. 


Relations with Afghanistan continue to be troubled by mutual suspicion. It is 
nonetheless unlikely that the Pak-Afghan border will be closed or that trade with 
Afghanistan will be seriously disrupted, however. Air service between the two 
countries continues to be suspended. 


The new Government in Bangladesh, following the overthrow of Mujibur Rahman, was 
warmly welcomed by Pakistan. One of the first Pakistani gestures was an offer of 
50,000 tons of rice and some cotton cloth as a gesture of friendship with the new 
government. The possibility has increased that normal relations, including trade 
relations, will be established between Pakistan and Bangladesh. 


Pakistan's political and economic relations with the Muslim countries continue to 
be close and warm. Besides being a major source of aid and investment, these 
countries have provided a rapidly increasing market for Pakistan exports. 


In February, the United States Government lifted its ten-year ban against the sale 
of lethal weapons to India and Pakistan. This should result in a limited increase 
of United States exports to Pakistan. Before sales under our new policy can be 
approved, however, several criteria must be met. All sales are on a case basis 
only, the U.S. will not fuel an arms race in the area, and the U.S. will not sell 
sophisticated offensive weapons. These criteria, along with Pakistan's own 
economic situation, will limit arms sales. 


IMPLICATIONS FOR THE UNITED STATES 


Status of US Businesses in Pakistan 


US equity investment in Pakistan totals almost $70 million, US investors are 


active in many different fields, but the biggest concentration is in the energy 
and fertilizer areas, 


Most American businesses in Pakistan are profitable. Investors in sectors heavily 
regulated by the Government, such as energy and fertilizer, have complained of 


difficulty in marketing their products and of the slowness of their many dealings 
with the Government. 


After several years in which virtually no new foreign investment activity took 
place, we have recently noticed a slight upturn. Most of the new activity consists 
of expansions by firms already in the Pakistan market. On the other hand, 


petroleum exploration activities by American and other foreign companies have 
recently slowed down. 





Prospects for US Exporters 


The best prospects for US exports to Pakistan continue to be agricultural products, 
particularly wheat, vegetable oil, and tallow. Wheat imports in FY 1975 were 
about 1.5 million tons and will probably remain at about that level in FY 1976. 
Much of the wheat imports will be under concessional sales or grants. Good export 
opportunities will also develop in the coming months for heavy construction 
equipment, chemical and fertilizer machinery, telecommunications equipment, and 
food processing equipment such as sugar mills, edible oil processing, and wheat 

and rice milling equipment. 


USAID no longer provides funds for general commodity imports; rather, AID-funded 
imports are now geared to specific projects. In addition to the projects 
mentioned above, USAID expects to finance imports of agricultural inputs such as 
phosphate fertilizers, pesticides, and seeds for an agricultural sector loan, 


The contemplated IBRD and ADB loans together with aid and investments from oil 
producing states mean that untied funds will be available for imports of a wide 
variety of industrial machinery and products.Some pending projects were mentioned 
above; we will report on others as plans become more specific. US firms have 
recently won contracts to supply a polyester plant and a cement plant financed 

by Saudi Arabia. Finally, Pakistan's own foreign exchange earnings (about $1.2 
billion in FY 1975) are largely used to finance imports from untied sources. 





CALL US 


WE’VE GOT THE ANSWERS 
TO YOUR MARKETING 
QUESTIONS WORLDWIDE 


Commercial and economic information responsible for a country or group of 
on most trading partners of the United countries as listed below. Assistance 
States is available from the Bureau or information about marketing in 
of International Commerce, U.S. De- these countries may be obtained by 
partment of Commerce. dialing these key people directly: 
The Bureau is organized geographically | (202) 967 plus the given extension 
with a Country Marketing Manager 


Area Extension Far East 
Australia and New 

Zealand 3646 
East Asia 5401 
Japan 2427 
South Asia 3137 
Southeast Asia 3875 


Africa 
Central Africa 3904 
East and South Africa 4927 
West Africa 4388 


Europe 

Canada and Benelux Latin America 

countries 3848 Brazil 5427 
France 4504 Mexico, Central 
Germany and Austria 4414 America, and 
Italy and Greece 3944 Panama 5020 
Nordic countries 4601 Argentina, Uruguay, 
Spain and Portugal 3957 and Paraguay 2428 
Switzerland, Yugo- Caribbean countries 

slavia and Turkey 2795 and remainder of 
United Kingdom 3713 South America 2995 


Special units within the Department of Commerce have been created to 
deal with particular marketing situations: 


Commerce Action Group for the Near East 
North Africa 


Near East 

Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yemen, 

Qatar, Saudi Arabia. Syria, United Arab 
Emirates, Yemen Arab Republic 


Iran, Israel, Egypt 


Bureau of East West Trade 
Eastern Europ z 
USSR 
Peoples Republic of China 


U.S. DEPARTMENT OF COMMERCE e Domestic and International Business Administration 
Ww U.S. GOVERNMENT PRINTING OFFICE: 1975—210-946/37 3-1 








